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The Cable Communications Agency of Indianapolis would like to thank the FCC and those
involved for this opportunity to file comments regarding the Annual Assessment of the Status of
Competition in Markets for the Delivery of Video Programming. As the local cable franchising
authority representing nearly 200,000 cable subscribers in Indianapolis and Marion County,
competition to the cable operator incumbents of Time Warner and Comcast is of paramount
interest and priority for the constituency we represent. The most frequently asked questions of
our office staff are “Why can't I have a choice of cable TV providers™? ‘When will there be

competition? ‘How can you (we/FCC) allow cable rates to go up as often and as much as you
do?”

Unregulated, Comcast Increases Rates Without any Apparent Justification

The FCC is seeking information in this annual assessment on a wide range of issues. One of these
issues is on programming offered on “mini-tiers” or a la carte. Under the Commission rules and
the ensuing latitude that so called Social Contracts give the cable operator, these “mini-tiers” or a
la carte program packaging become migrated product tiers (MPTs) that are unregulated. These
unregulated service tiers are a good example and glimpse as to how the cable industry may behave
in an unregulated environment. For example, Comcast of Indianapolis informed the Cable
Agency in July that a nearly three dollar increase was coming in August for Comcast’s
unregulated tier Value Pak, (see attached news clippings and Comcast news releases). Also, that
the increase would not be pro-rated on the subscribers’ bill as other increases had been previous
so as to make the increases ‘more uniform’. This ‘uniformity’ also was given as a primary reason
as to why Comcast raised the rates of its premium fare shortly after the first of the year in
Indipnapolis. A pro-rated increase based on the actual days of the billing cycle is more fair than a
non-pro-ratéd-increase, Al previous increases have been pro-rated based on billing cycle. This
hugsg@m to an unregulated tier in an uncompetitive environment seems to evidence a real
senst* mﬂ’giﬁdepn behalf of the cable operator, Comcast. Is this what the FCC had in mind

when it ge:gegulatsd cable television?
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In its reasoning to allow for a deregulated migrated product tier, the FCC said that the pricing for
an MPT would be market driven. Where in any market, not subject to a cable overbuild, do you
have a comparable programming service tier that would therefore contribute to market forces
driving the price? We are not aware of any direct broadcast satellite (DBS) arrangement in this
jurisdiction that breaks out the services of programming that Comcast offers in its MPT (Comedy
Central, TBS, Romance Classics, WGN, TNT, Discovery Channel, TV Land and soon the Game
Show Networkthe FCC said that the pricing for an MPT would be market driven. Where in any
market, not subject to a cable overbuild, do you have a comparable programming service tier that
wou%eod therefore contribute to market forces driving the price? We are not aware of any direct
broadcast satellite (DBS) arrangement in this jurisdiction that breaks out the services of
programming that Comc'ast offers in its MPT (Comedy Central, TBS, Romance Classics, WGN,
TNT, Discovery Channel, TV Land and soon the Game Show Network). The Game Show
Network was the only new channel added to this MPT (thus justifying a rate increase under the
Commission rules), which doubtedly carried much weight into Comc'sst=s programming costs in
calculating the rate increase. In fact, a Multi Channel News article (see attached) of April 27,
1998 suggests that the Game Show Network is paying launch fes that Comcast has added to its
CPST and now MPT have been linked to launch fees via the recent trade articles: Animal Planet,
Game Show Network, E, Home & Garden TV, PAX-NET and Great American Country. A

suggestion here would be to offset launch fees against increased programming costs when
calculating rate increases.

Comcast also implemented this increase nine months following their normal, obligatory,
November 1 date to implement increases for their MPT and expanded basic services tier (CPST)
per Form 1240 rules. Comcast told the Cable Agency that a major part of their reasoning for an
August rather than November increase was that November was election time and a November
increase would be closer to the March 1999 regulation sunset date. Comcast also stated to us
that DBS’ major advertising tends to occur at Christmas time and Comcast didn’'t want to give
DBS ammo for their ads by taking an increase in November.

Our concerns for deregulation are real. If this is how Comcast behaves in a monopolistic,
deregulated environment, then what are we to expect from the entire cable industry after March
of 19997 We believe that the FCC’s rules to deregulate the MPT were a mistake. The increases
are not driven or held in check by market forces. Comcast has eveidenced that it does not behave
as a good actor in that spirit of deregulation. The Cable Communications Agency recommends
that the March 1999 regulation sunset date be postponed indefinitely until real effective
competition is available to all in any given cable franchising jurisdiction. We also respectfully ask
the FCC to investigate cash-for carriage arrangments and how this affects everything from rate
increase criteria (such as 20 cents per sub per month per new channel added) to evading the
reporting of gross revenues to cities and towns. At a minimum, rate regulations should require
operators to offset launch fees against programming costs in calculating rate increases.

Effective Competition Issues

The FCC asked for comments in this assessment as to whether its definitions and criteria for
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effective competition were acceptable, and if they were not, to suggest any possible alternatives.
We would state for the record that the criteria for effective competition is not acceptable. It
should be based solely on evidence of competitive pricing for the long term. As an example,
where Ameritech has overbuilt incumbent cable operators in the Midwest, there has been long
term evidence of prices stabilizing, price cuts, increased programming offers (free premium fare)
and other benefits. (see attached Muiti Channel News 6/29/98 page 8A/Cable World May 19,
1997 page 46). This is the measure of competition that should be used without adding numbers,
percentages or other criteria to the equation and eliminating the possibility that the operator may

artificially lower its prices over the short term in order to receive a favorable effective competition
ruling from the FCC.

SBC/Ameritech Merger

In its annual assessment, the FCC has asked for comments pertaining to mergers, clustering and
consolidation. If the real intent of the 1996 Telecommunications Act was to promote
competition and simply not to deregulate for deregulation’s sake, then those in the decision
making process should vigorously oppose the proposed Ameritech/SBC merger with every fiber
in their being. Ameritech’s New Media cable overbuilds in the Midwest are one of the very few
and very best examples of cable TV competition in the world........ period. As evidenced by the
attached documentation, Ameritech has stabilized cable pricing in the markets they overbuild,
even forcing down pricing and forcing incumbents to skip the obligatory price increases so
conveniently afforded to them via the various rate orders, social contracts and other methods of
profit taking available through the FCC.

The attached documentation shows (Cable World May 25, 1998), SBC has exhibited no patience
in operating any of its video properties in whatever form they may take, whether cable or wireless.
They will be more likely than not willing to halt Ameritech's steam rolling train of cable TV
franchise acquisitions. Those policy makers who would be so inclined to approve the
SBC/Ameritech merger would remove the best case scenario for cable TV competition and
thereby make any process such as this assessment designed to foster competition , totally beside
the point. The likely resultant removal of existing competition and potential competition would be
devastating following an SBC/Ameritech merger.

The jury is still apparently out as to whether cable overbuilds are indeed profitable. Certainly a
few studies have been done that would indicate that they are not. If they are not, then the cable
industry is indeed a monopoly and should be regulated as such. All studies aside, whether
Ameritech does make a profit on its cable venture, may never be known publicly should the
SBC/Ameritech merger be approved.

Some have argued that Ameritech is subsidizing its cable venture with its profits from its
telephony platform. The Ohio and Michigan Public Utility Regulatory Commissions have decried
and voted against Ameritech using promotional free telephony services as a way to sell its cable
TV services. Is that not competition? Does this marketing scheme not favor the public? Are the
cable companies not subsidizing their telephony platform with their cable service revenues? Let
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them compete! The idea is to bring out competition in cable TV and local phone services (LEC).

Let the FCC tweak the details later once the competition has been established and the consumer
has benefited.

Incumbent Cable Operators as Competitors

Relatively few cable TV overbuild studies have been conducted, such as those by the Strategis
Group, yet they point to the notion that cable overbuilds are not profitable or have a very low
return for profitability. These studies have examined Ameritech and municipal cable TV
overbuilds done from the ground up. What the studies have ignored and no study has examined is
the profitability of cable overbuilds that would be constructed by incumbent operators who buffer
another operator and are simply extending their plant into the other’s territory. Many of the
economies of scale would be in place such as management, headends, staffing, marketing,
programming, etc., to make this a more viable proposition as opposed to overbuilds that start
from ground zero. Add to this the projected revenue to be attached to the head of each
subscriber as cable offers more services, such as digital offerings, interactive services, cable
modem service, etc., and one has to wonder why there are not more overbuilds.

The cable industry has successfully spun its lobbying efforts over the years protecting its piece of
unsliced pie by telling policy makers and legislators that cable overbuilds are not profitable. We
would counter otherwise. But should the National Cable Television Association be correct in
their assessment, then the industry is a monopoly and should be regulated accordingly.

Ameritech has shown that the best case scenario for true competition in the cable industry is in the
form of a wireline overbuild because it represents an apples to apples comparison of services
offered by the incumbent. The FCC and other policy makers should make every effort to initiate
and legislate language that fosters more cable overbuilds as the model for competition to the cable
industry in this country. It is because of this potential competition within the industry itself, that
we strongly oppose clustering and mergers within the cable industry.

In Indianapolis, both cable operators have been awarded franchise territories for the entire county,
which is the local franchising authority's entire jurisdiction and there are no restrictions of the
cable company incumbents venturing into the other operator's territory (upon the completion of
their rebuilds) but both have represented to the local franchising authority that they have no
intention of overbuilding one another. There are, in essence, no barriers of regulation to keep
them from competing with one another.

It may take a few years of runaway price increases after the March 1999 deregulation of the cable
industry before policy makers realize they made a mistake and not only look to re-regulate the
industry but also break it up as it likely eventually will resemble the pre-1984 AT&T through
mergers and clustering. The framework at the FCC allows incentive for the cable industry to grab

every profit taking measure available to them under the law and who's to blame them for doing
so?

The Cable Industry: Cable Division Profits vs. the Overall Cash Flow of Company
4
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The cable industry spin to policy makers is that their profits and cash flow are low. But a closer
examination shows that if any given company’s cash flow and profits are low, it may be due to bad
business practices in non-cable related ventures. An example of this is a recent issue of Cable
World which reported that Time Warner had healthy profits in their cable division but their music
division was bringing down their overall cash flow. Cable subscribers should not be forced to
subsidize further price increases by the cable operator making poor investments in non-cable
related matters. Policy makers should be very wary of cable industry representations that their
company's cash flow or profits are low when all of the cable trade magazines and industry press
releases consistently show cable division profits way up.

Time Warner Rate Increases & Their Proprietary Properties

When Time Warner increases its rates, it stands to reason that they should be charging less than
other cable operators since so much of the yearly, (bi-yearly, tri-yearly) programming increases
are the result of increases in the very popular programming property they own. Consider that
Time Warner owns Cartoon Network, CNN, CNN Headline News, TNT, TBS, Turner Classic
Movies, CNNSI, CNNFN, HBO, Cinemax, etc., and it causes one to ponder whether Time
Warner is double-dipping its customers. The FCC should aggressively investigate to see if they

are essentially charging twice over in their rate increases and implement appropriate action to
cease this behavior.

Cash for Carriage & the 20 Cents per Channel per Month Cable can Charge

The cable trade publications have been running stories recently regarding the networks that pay a
cable system to carry them. Network examples from stories appearing in MultiChannel News
include HGTV (Home & Garden Television) Animal Planet, The Game Show Network and PAX-
NET, to name but a few (see attached evidence). From a municipal standpoint there is a concern
that this is revenue the cable operator has not counted toward gross revenues for the franchise fee
purposes. More importantly, the FCC rules allow for cable operators to charge subscribers an
additional 20 cents a month for each channel that is added on to their system. It is anyone's guess
as to how many millions of dollars the cable operators were able to derive from these FCC rules
when there are obviously circumstances in which the operator was already receiving
compensation from the network for carriage. The Cable Agency would suggest that this is further
evidence of the tremendous (and generous) latitude that is afforded to the cable industry by the
FCC regarding rate charges to the consumer and that the issue be aggressively investigated.

PEG Access in Indianapolis

This annual assessment seeks information regarding PEG access channels, the number of channels
being used and the types of programming included. In Indianapolis we have three access
channels: ‘P, features public safety programming and also serves as the spillover for the
Educational Access Channel (‘E’). The ‘G’ Channel, the Government Access Channel serves the
community as a local version of C-SPAN. The ‘P’ channel features many law enforcement and
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public safety programs produced by both the government access facilities and the fire department.
Some of the programs feature public safety awareness, documentaries, training, award
ceremonies, and the like. There are also plans to carry the Indianapolis Public School (IPS)
Board meetings on this channel, which has been widely endorsed in editorials in The Indianapolis
Star newspaper. The ‘E’ channel features programming produced by the various city, township
schools and colleges in Marion County. These also include a homework hotline and other live call
in programs. The ‘G’ channel features many governmental meetings and allows public
accessibility to them. These include the City-County Council, the Metropolitan Development
Commission, four different Zoning Boards, Council Committee Meetings, Liquor Board, Air
Pollution Board and Neighborhood Associations to name just a few. There are interactive bulletin
boards on the same channel seen every six hours that inform the community on such topics as

road work. There are live call in programs with elected officials, charitable organizations and a
myriad of other topics.

Comcast Launches Digital Services in Indianapolis/Cable Modem Service Mid 1999

The annual assessment requests information regarding digital tiers by cable operators. On July
6th, Comcast of Indianapolis provided customers the option of renting a digital terminal thate are
interactive bulletin boards on the same channel seen every six hours that inform the community on
such topics as road work. There are live call in programs with elected officials, charitable
organizations and a myriad of other topics.

Comcast Launches Digital Services in Indianapolis/Cable Modem Service Mid 1999

The annual assessment requests information regarding digital tiers by cable operators. On July
6th, Comcast of Indianapolis provided customers the option of renting a digital terminal that
offers 24 screens of premium channels, 38 pay-per-view channels, 40 channels of uninterrupted
music and an interactive on-screen guide. The digital terminal is available for an additional $9.95
per month. Not mentioned in their news release regarding this matter (see attached) but
represented to our office by Comcast was the fact that if a customer alreadand Marion County).

Comcast also represented that they plan on launching cable modem service in this market by mid-
1999, It is noteworthy that Comcast is one year ahead of their original rebuild plans (and those
required under the franchise agreement) and they will be finished with their fiber optic upgrade by
the end of 1998. The annual assessment was seeking these approximate launch dates of new
services such as cable modem offerings.

ESPN Should be Added to Migrated Product Tier

With the increasing costs to ESPN, especially in light of a recently signed programming contract
with the National Football League (NFL), we recommend that ESPN be offered on migrated
product tiers on cable systems. This would provide a few benefits. First, it would allow a
popular, albeit expensive, programming service to be grouped with other popular programming
services which are treated as a la carte or premium services. Those who have no preference for
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sports in general would not have to be compelled in taking ESPN with their expanded basic or
limited basic cable. Additionally, ESPN has stood the test of time as a popular cable
programming service for CPST and therefore can stand alone in an a la carte setting and thrive

there based on its previous success. The FCC sought comment regarding ESPN in this 1998
annual assessment. :

Exclusive Video Service Contracts in Muiti Dwelling Units (MDUs)

The annual assessment sought comment regarding the increase or decrease of exclusive video
service contracts in muiti dwelling units (MDUs). We would represent that this has been an on-
going problem in our community. As long as private land owners and their landlords can receive
compensation from the video service provider, then exclusive, non-competitive contracts will
continue to be signed. From our perspective, where a SMATV (Satellite Master Antenna
Television) has entered into a contract with the MDU landlord and is providing service, we have
found that service to be far inferior to cable TV offerings from a technical, pricing, maintenance
and programming standpoint. Invariably, customers with MDU SMATVs have to wait an
inordinate amount of time to receive assistance on maintenance and reception problems. The
MDU SMATYV offers a limited amount of programming (25-40 channels) and the price is always
reported higher to us than cable offerings in Marion County.

Representing the cable TV customers of Indianapolis and Marion County, we kindly ask that you

give due consideration to the comments contained herein that are representative of the congumer
feedback we have received.

e Communications Agency
City of Indianapolis

G19 CCB

200 E. Washington Street

Indianapolis, IN 46204

317-327-4594 www .indygo.org/cable
cable@inetdirect.net
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Ameritech’s Detroit-Area Push May Slow Rate Hikes

Continued from psge 6

period. This happened despite
ANM's entry into the Detroit
market, where the video arm
of Ameritech Corp., the state's
dominant local-exchange car-
rier, has buiit a mega-cluster
that passes more than 500,000
mostly high-demographic sub-
urban homes,

“They've certainly cherry-
picked,” said Bill Black,
spokesman for MediaOne,
an area operator that raised
its rates to an average of
$27 per month in February.
“They're concentrating on
areas where you would ex-
pect a high penetration rate
for premium services.”

Ameritech is currently go-
ing head-to-head with the
four major MSOs that con-
trol the local market, offer-
ing its cable service in 19 of
31 franchise areas at prices
ranging from $22.95 to
$28.95 per month.

1t has left the metro
troit a
cast visi VY

1 ator’
customers are part of a
statewide cluster of 500,000
subscribers.

Instead, ANM is concen-
tra n;ou rbs, where

tions Inc. (120,000) and Time
Fier

1o hold th
= ty that

ent ¢

= 1

ny’s dee

e largest increases were
posted by TCI in Oakland
County, Mich.,, where ex-
panded basic rose by $8.68
per month between May
1996 and July 1997, or 34.4
percent, while the coat of a
premium package jumped
24 percent, to $48.01.

Scott Sobel, TCI'a regional
director of communications,
noted that rate hikes are a
natural consequence of do-
ing business, and that the
MBSO did not take the full in-
creases allowable under the
law.

Meanwhile, industry exec-
utives argued that the 1996

Expanded Basic
4/% 79 %o
$23.40 $26.06 +11.3%

Promium
4/96 7 xong
$3r.27 $4009  +78%

Basic 1aies ore fOf Service dediverad 10 a cable-ready television, Premium s besic,
plus e adcressabie converter, Home Box Office end one edditonal outiet.
Source: Detroit News arnusl cablerates survey.

down.”

Although MediaOne ex-
pects to complete upgndu
in 45 Detroit

rates would have come
down?”
Industry observers

by the end of 1999, don't ex-
pect an end to future price
hikes.

“You may see less rapidly
rising rates, but I don’t
think that anybody can hold
the line forever,” Black said.

Tom Bjorklund, a
spokesman for Time Warner,
which raised ita rates by
$2.62 per month Jan. 1 in
four of five communities
where it doesn’t face compe-
tition, offered a more prag-
matic view on why Detroit-
ares rates continue to climb.
ou have two aperatora
sharing customers in a
town, ultimately, there's go

Critics at Ameritech
called both arg ts “ca-

pointed out that ANM has
never revealed its sub-
scriber numbers, which they
speculated means that local
governmente that grant it a
franchise will have trouble

Ilecting on its promi

“They always amy, ‘We'll
give you 1 percent extra on
gross revenues,™ said one
cable executive. “One per-
cent of what? They need cus-
tomers first.”

Nevertheless, there are in-
dicationa that petition is
being felt in area cable
rates.

Comcast, for example,
raised its rates in 27 of its
37 area communities earlier
this month. Not included in
those venues, however, were
Clinton Township, St. Clair
Shores and Starling Heighta
— suburbs where ANM's
network is up and running.

Meanwhile, in Fraser,

ble speak” — double-talk de-
signed to cover up the fact
that rates have stabilized,
or actually come down, in
those communities where
competition has come on the
scene.
or le, they claimed

Southgate and Garden City,
increases of less than $2 per
month left the MSQ’s rates
$1.19 per month below
ANM's price of $25.14 in
each community.

“That proves my point,”
Garofano  said. “We've
helped to bili if not

that in the suburbs where
the pany is not buildi

a network, TCI's rates for
expanded basic, not includ-
ing equipment, average $32
per month. By comparison,
they said the MSO charges

federal act pr
tition, and not necessanly
lower rates.

“If you look at the act,
what it really did was open
up all services to competi-
tion,” Black said. “With that
comes the need to aggres-
sively invest in the network.
I'm not sure that anybody
who understands the eco-
nomics of cable and the huge
amounts needed to upgrade
these networks ever really
expected rates to come

bet: $23 and $28.95 for
identical service in towns
where ANM has entered the
market,

In atill other places, the
MSO actually dropped its
rates when Ameritech hit
town, said Donna Garofano,
ANM vice president of pub-
lic affairs.

“Rates were very high un-
til we started knocking on
the door,” Garofano said. “Do
you think if we weren't com-
peting with them that those

drive down, rates.”
In other locations, prices

hnve actually been rolled

ne such community is
roy, Mich.,, where TCI
shaved $4.07 per month, or
15 percent, off the cost of ex-
panded basic last year,
while shifting Disney Chan-
ne) to that tier. The two
moves produced a savings of
up to $14.82 per month for,
TCI customers.

ark, anothe
Detroit suburb where ANM
has launched service, TCI
dropped expanded basic to
$23.95, a reduction of $1.33
per month.

Even the threat of compe-
tition has been enough to
prompt some cable opera-
tors to take steps to protect
their customer base.

In the town of Royal Qak,
one of six suburban commu-
nities that recently granted
franchises to ANM, TCI is
already offering coupons
worth $10 per month off
their local cable bills, said
city manager Larry Doyle.

“And we're still just
wiring the town,” said
Doyle, who expects even
more action on prices as
competition gets closer.

Sobel cited “competitive
reasons” for not comment-
ing on what rates will do in
the future.

“We can't speak as to why
other MSOs or Ameritech
raise their rates, but we can
say that TCI will make deci-
sions based on keeping our
customers happy first, at a
fair price, considering the
individual and local situa-
tion,” he said.

Elsewhere, Comcast
communities are enjoying
“ComCash,” another mar-
keting plan that saves con-
sumers $10 per month and
that offsets Ameritech's con-
troversial “AmeriChecks”
plan. However, the
Ameritech promdtion —
which offers $120 per year
in vouchers good for any of
the company's services —
may be on the way out, as

an administrative law judge
has found that it discrimi-
nates aganinst consumers
who don't take the com-
pany’s local telephone ser-
vice.

Meanwhile, Ameritech
has not been immune to se-
Jective price-cutting.

Earlier this year, it cut 10
percent, or $3 per month, off
ta rates in Sterling Heights
— a demographically at-

tractive community of
123,000 residents with a

di family i of
$42,000 per year.

Marketing experts specu-
lated that Ameritech is
struggling to differentiate
itself from Comecast in Ster-
ling Heights. The price cuts
were presumably designed
to increase the attractive-
ness of its product in a com-
munity where research indi-
cates a desire for choice, and
where 66 percent of the res-
idents would consider
switching for a comparably
priced service. Until its
price reduction, however,
ANM’s service was run-
ning about $1.04 per
month higher than Com-
cast’s service.

Sterling Heights is typi-
cal of many of the towns in
the Detroit suburbs, Garo-
fano said.

“They're white-collar
and blue-collar communi-
ties, which are good mar-
kets because they buy a lot
of cable television,” she
added.

Diane Dietz, Comcast’s
vice president of corporate
affairs, warned that
Ameritech's rates will re-
main low only as long as it
takes to “buy market
share.” Moreover, she said
the days of deep discount-
ing on all sides may also be
numbered.

“Nobody competes on
price long-term,” Dietz said.
“With competition comes the
need to invest in infrastruc-
ture, customer service and
programming.” mew

USSB, King Set PPV Fight Card

T PAuL, MINN, — US.

Satellite Broadcasting

and Don King Produc-
tions will open their exclusive
pay-per-view boxing aseries
with a junior-welterweight-
championship fight.

The Dec. 13 event will fea-
ture International Boxing
Federation  junior-welter-
weight champion Vince
Phillips against No. 1 con-

tender Freddie Pendleton.
The fight card — the first of
at least four events in the
next 14 months — will carry &
suggested retail price of
$14.95.

“We wanted to partner with
USSB because of its un-
matched ability to market
and promote boxing and pre-
mium-movie networks,” said
Don King, president of Don

King Productions, in a pre-
pared statement. “The |Digi-
tal Satellite System| has con-
tributed greatly to the growth
of televised boxing in the past
three years, and U.S. Satellite
Broadeasting is the proven
leader in the business.”

Along with the telecasts,
USSB will offer ita subscribers
daily boxing-news updates on
ita PPV service. men



Is the Struggling EchoStar Lost in Space?

EchoStar from page 1

nancial squeeze until year’s end with help
from such prime vendors as satellite man-
ufacturer Lockheed Martin Corp.

“We're not in the intensive care unit
today,” Ergen said. “I'm not going to run
out of cash.”

But EchoStar, which counts about
500,000 DBS subscribers, warned that it
might do just that in its most recent quar-
terly financial filing with the Securities
and Exchange Commission. “As a result
of the failure by News [Corp.] to honor
its obligations under the {merger] agree-
ment,” the company stated, “EchoStar
does not currently have adequate capital
to continue its contemplated business
plan beyond the second quarter of 1997.”

What's more, EchoStar will dramati-
cally boost its short-term losses next
month when it begins to market its latest
satellite receiver offer to consumers.
Reigniting last year’s price wars with
DirecTv, EchoStar will pitch dishes for
$199 without the annual upfront program-
ming commitments it has been requiring
for almost a year.

EchoStar posted firstquarter revenues of
$72 million — up 74% from the previous year

due to an increase in Dish Network sub-
scribers. Cash flow totaled a negative $3.8
million vs. a year-ago, same-period negative
cash flow of $5.3 million. Latest-quarter net
losses totaled $62.9 million vs. $7.2 million.

EchoStar mainly tied that wider loss to
increased depreciation and amortization
costs from the company’s two high-pow-
ered DBS satellites; higher expenses
stemming from the continued accretion
of the company’s '
debt load issued in
1994 and 1996; mar-
keting costs; and
subscriber-promotion subsidies.

As a result of the new promotion,
EchoStar expects each new subscriber to
cost it $200 to $275 to acquire, according to
the company’s SEC filing. If the company
can double its subscriber base to 1 million
by year’s end, that could mean additional
subsidies of $100 million to $138 million.

“The money upfront is a cash-flow is-
sue,” said Steve Blum, the president of the
Carmel Group, a DBS financial advisory
firm. “But cash-flow problems are solvable if
you've got everything else working for you.”

Ergen positioned the promotion as key
to his effort to reach 1 million subscribers
“as fast as we can.” At that point, he said,

“we’ll have our head above water.”

In the meantime, Ergen said EchoStar
will go back to its bankers, investors and
equipment suppliers for financial help. With
its long-term debt-service payments rising
and another $136.2 million committed to its
suppliers through the rest of the year, the
company said it's already talking to
Lockheed Martin and other major vendors
about deferred payments and debt financ-

ing.
“1 think we'll receive a
lot of support from our
ol vendors,” Ergen said.
EchoStar also will seek more Wall
Street help: Ergen said the company,
which will try to suspend or defer debt
payments to its lenders, already has be-
gun to talk to investment bankers about
raising fresh capital.
But that may be a tricky proposition:
In one sign of Wall Street’s skepticism
about EchoStar’s prospects, Moody’s
Investors Service last week shifted its re-
view of $1.2 billion worth of EchoStar
long-term debt from a possible upgrade
to a possible downgrade.
“The change in direction reflects

See EchoStar on page 47

Ameritech from page 1

New Media.

Ameritech, which says its franchises
in the Midwest cover an area counting
1.7 million people, has declined to say
how many video subscribers it’s serving.

In its petition, the telco is asking that
FCC complaints be resolved
within 60 days of the clos-
ing of the comment peri-
od. “We’'d be happy with
90 days,” said Richard
Notebaert, the Baby Bell’s chairman.
“You have to start somewhere.”

The FCC couldn’t be reached for
comment late last week.

Ameritech already has resolved sev-
eral program-access issues, including a
skirmish with MediaOne — then
Continental Cablevision — over an ex-
clusive distribution deal the MSO signed
with HBO in Michigan. Ameritech still
has a complaint outstanding against
Cablevision Systems Corp. and
SportsChannel, which signed an exclu-
sive deal for distribution in Ohie.

“A lot of these exclusive deals apply
only to telco wireline competitors, not
DBS,” Lenart said. “That’s a disturbing
trend.”

Ameritech also said that some in-
cumbents, such as Cablevision and
Comcast, are skirting federal regula-
tions by not transmitting programming
over satellite and opting for

wire line systems. “If we're
going to have competition in
cable, we should have open
access to anything that goes
over the air,” Notebaert said.
americast, the telco programming
venture backed by Ameritech, BellSouth,
GTE, SBC Communications Inc.,
Southern New England Telecom-
munications and Walt Disney Co., is
channeling most of its resources into de
veloping a navigator. The company a0
plans to produce some original contgnt.

‘When that happens, the groug won’t
restrict access by incumbent operators,
according to Lenart, an americast board
member. “We won't compete by restrict-
ing content,” she said.
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As for penalties against cable opera-
tors who sign restrictive deals, the Baby 7
Bell said it won’t ask for specific fines. §
But it does want to give incumbent oper- §
ators an incentive not to negotiate con-
tracts knowing that they could offer ex- }
clusive programming while access com- §
plaints are resolved.

Ameritech cited MSNBC, TV Land, §
Eye on People, Fox News Channel and }
FX for signing exclusive cable deals.

“There’s no downstroke during that Ji
time, so they just withhold the program-
ming,” Notebaert said. “Things should- §
n’t be moving that slow.”

Ameritech says it's generating 28%
penetrauon rates where americast pro- |
able. The telco says
80% of its subscribers are~taki ng its ad-

aficed dnalog set-top. Month yrevenue
per subscriber is $34, Ameritech said.

Cable companies are dropping rates
when Ameritech comes to town, the tel-
co said, claiming that Time Warner hag
dropped basic rates $2, Jones Intercabld H
$4 and TCI and Continental $5 in co
petitive markets,

»:
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COLUMBUS But for a city famous for being
Continued from page 6A ordinary, Columbus has more
than its share of mysteries when

permarket and the movie tickets it comes to cable competition.
— help too. So does the free in- Time Warner's people say
Hation. And the lidati they der why Ameritech

of her cable bill with her phone
bill. Not to mention that her to-
tal bill for expanded basic and
premium service will be $5
cheaper than what she pays
Time Warner.

“It's a more attractive of-
fer,” she says. Case closed.
Add another new subscriber
to Ameritech; subtract one
from Time Warner.

Cooper was hardly alone.
Shawn and Sherri Prim, a
young couple with a baby,
switched because Ameritech
offers a lower monthly rate
and charges $1 lesa for pay-
per-view movies, and because

Time Warner “raised rates on
a consistent basis,” they said.

Mike and Lisa Williams —
he works in marketing, she’s
in customer service — said
their cable “kept going out”
and Time Warner’s customer
service was “horrible.”

Ann DiGeorge said Time
Warner “did things they would-
n't explain® — like install a
converter box and add it to her
monthly bill. “They could do it,”
she explained indignantly, “be-
cause they were the only ones.”

That changed two years ago,
when the Ameritech Corp.
unit began overbuilding Time
‘Warner and Coaxial in Colum-
bus and its outlying suburbs.

The huge regional Bell op-
erating company has, of
course, been the biggeat hooat-
er of the video business
among the Baby Bells.

Qver the last two years, it
has gained 75 franchises to
overbuild a number of the ca-
ble industry’s biggest opera-
tors in Ohio, Michigan and Illi-
nois. To date, Ameritech is sell-
ing Americast cable in 54
municipalities, and is negoti-
ating with two dozen more.

But the quintessentially mid-
die-class Columbus market, with
& metro-area population of near-
ly 1.5 million and a national rep-
utation as an ideal test market,
has been Ameritech’s most am-
bitious cable venture by far.

The phone company has
spent untold millions relent-
lessly installing state-of-the-
art, 750-Megrhertz hybrid
fiber-coaxial cable in neighbor-
hood after neighborhood.

chose Columbus as its big show-
case in the first place, because
local customers have been =o
well served by the incumbent,
which itself has traditionally
used Columbus as a showcase
market for state-of-the-art prod-
ucts, dating back to the Qube
interactive test 20 years ago.

Of the cable customers
queried at lunchtime at Col-
umbus’ busy downtown City
Center mall, however, few ex-
pressed great loyalty to either
Time Warner or Coaxial.

Tim Stanton, a middle-aged
information specialist wearing
a white shirt and tie who was
eating a sandwich on his Junch
break, was typical. He's a Time
‘Warner customer, but said he
would switch to Ameritech if
he got a better price.

“If 1 could get in cheaper,” he
declared, “that’s where I'd go.”

But there hasn't been a
price war in Columbus.

All three cable companies

Sign up for americast™
cable TV and get 460

in FREE groceries
from your local Kroger!

tion and first month of service,
in addition to several more
free months during the course
of the year as an incentive to
remain with Ameritech.

The cable companies have
been forced to respond in kind.

Time Warner and Coaxial
will usually match, or beat, an
Ameritach offer to one of their
existing customers who is con-
sidering switching. Time
Warner, with the help of an
outside consulting firm, start-
ed a retention-oriented loyalty
program called “The Presi;
dent’s Club,* offering cus-'
tomers gifts and discounts as
incentives to stay put.

Both incumbent cable com-,
panies are also aggressively

offer about 60 expanded basic  pursuing customers who have
channels (out of a total of over  left, tempting them with a
100 including premi and ber of juicy di and
pay-per-view) for around $27,  incentives to return to the fold.
and each has made it clear  This past Christmas, as part of
they don't want to resort to  what Time Warner calls its “re-
lashing hly expanded-  gain efforta” it sent former sub- 7~
basic subrcription prices. scribers a personalized Christ-
Beyond that, however, things  mas card offering free installa-
get tricky. Ameritech charges tion if they came back.
$2.95 for PPV movies, $1 less Coaxial, said Greg Grafl, the

than Time Warner and Coaxi-
al. To gain market share,
Ameritech has also used ag-
gressive discount and incentive
p tions that its competitors
claim have been tantamount to
price-cutting.

Early on, for example, the
phone company blitzed the
market with its controversial
“AmeriChecka” promotion, of-
fering new customers coupons
for discounts on a variety of

pany’s scniar vice president
of marketing, programming
and advertising, is employing a
direct sales force to target and
win back former customers
with “aggressive offers.”

And once Coaxial gets cus-
tomers back, Graff believes,
the switching phenomenon
that has worked so well for
Ameritech to date will ulti-
mately begin to work against
the phone company.

the company’s services, includ- “People won’t keep switching,”

ing their local telephone bill.  he predicted. “It's not as painless
The Ohio Cable Tel as long-dist Once we get
ications 4 iation objected them back, it will be much more

h , and last the  difficult for Ameritech to get

Public Utilities Comminssion of  them to switch again.”

Ohio ruled that the marketing Mark Psigoda, vice presi-

program was illegal under
state and federal laws. The
PUC said the AmeriChecks il-
legally cross-subsidized busi-
ness interests using revenues

dent of sales and marketing
for Time Warner, also boasts
that lost customers are “rela-
tively easy to get back [from
Ameritech].”

how many homes its cable
wires pass, but Time Warner
estimates the phone company
has, at this point, overbuilt
about 75 percent of its 352,000
homes passed.

John Gibsen, vice president
of sales and service for
Ameritech New Media, said
the phone company's video di-
vision is “ahead of its business
plan” and that one out of three
homes “will give us a try.”

Carol Caruso, executive vice
president of the Ohio Cable
Telecommunications Associa-
tion, estimates that based on
rate filings with local munici-
palities, Ameritech may have
about 48,000 customers, which
would give it a penetration rate
of approximately 23 percent.
Caruso cautioned that the esti-

@eritech.

prosenis

mate is very rough; Time Warn-
er officials put Ameritech’s take
rate at less than 10 percent.

Coaxial claims over 91,000
subscribers, and Time Warner
says it has slightly under
200,000 customers, approxi-
mately the same as it had
when Ameritech entered the
market in 1996, So far this
year, Psigoda claimed, the
company is “on track to meet
its historical growth rate of 4-
to-5 percent” annually.

derived from monopoly tele- One of the company’s recent While subseriber count —
phone customers. “recaptiure” direct-mai] pieces,  and the amount of churn —

(The commission previcusly  he said, resulted in 4.5 percent  may be cause for head-scratch-
had also found Ameritech of the targeted cable customers  ing, the unique competitive
guilty of illegally giving its ca-  returning to Time Warner, an  situation in Columbus has
ble division favorable treat- {ly high per ge for  shown that no matter how
ment in stringing cable wires  such an effort. many customers Ameritech
on utility poles.) has, its presence in the market

While the company halted WHO'S WINNING? has definitely had a financial
its AmeriChecks program, The whole topic of winning pact on the i bent cable
Ameritech still employs a  and losing customerabringsup  companies.

b other pr ti one of the biggest mysteries of Time Warner and Coaxial
such as offering pre-paid long-  cable television in the Colum-  have not raised rates in over
distance phone cards to new  bus market: How are the three  a year, and executives from

t 8, movie tick and peting panies reaily di- both companies say their
grocary coupons. viding up the customers? marketing budgets have in-

Most new Americast sub-
scribers also get free installa-

Ameritech won't reveal how
many subscribers it has or

creased while their cash flow
has suffered.

Ameritech’s brand recogni-
tion has also proven to be a
powerful marketing tool.
*They have great brand iden-
tification,” said Mary Jo
Greene, Time Warner's vice
president of public affairs.
“Every time you sce that logo
it helps thein.”

(Well, mayhe not cvery time.
Ameritech squandered some
good will in the process of dig-
ging up homeowners’ lawns ta
lay its wire. One float in a sub-
urban Fourth of July parade
last year mocked the compn-
ny's “Your Link to Better Com-
munications” tag line by dis-
playing shovels and a banner
reading, “We Cut Your Link to
Better Communications.”

Despite the negatives for the
incumbents, the competition
has generated some good news
for cable companies: All the at-
tention on cable in the market
appears to have slowed defec-
tions to direct-broadcast satel-
lite services. Coaxial's Grafl
said he's seen noticenbly less
DBS marketing effort in the
area. After going head-to-head
with Ameritech, he said, com-
peting with DBS is “like bat-
ting practice.”

WHAT DRIVES
CUSTOMERS?

While it's clear that con-
sumers very much like hav-
ing a choice of cable compa-
nies in the marketplace, it's
unclear exactly what moti-
vates their buying decigions
beyond price and a desire for
uninterrupted service.

Ameritech executives' party
line is that cable customers
want added-value in the form
of better service, and a differ-
entiated product in the form of
programming and features on
its remote control and interac-
tive program guide.

But few Columbus residents
brought up any of these points
in dozens of interviews over
several days, although many
had long memories about ca-
ble service interruptions.

Significantly, the competing
companies have crowed about
programming exclusivity: Time
Warner and Coaxial both earry
a new local sports network,
Central Ohio Sports, as well as
Cleveland Indians games on lo-
cal broadcaster WUAB. Ame-
ritech, meanwhile, carries sev-
eral networka such as Classic
Sports that the cable compa-
nies don't.

The two cable companies
also offer high-speed Internet
service via cable modems
(Time Warner's Road Runner
and Coaxial’s Express) while
Ameritech New Media does
not. (Ameritech New Media's
parent company offers tradi-
tional Internet access services.)

David Kandel, market man-
ager for Ameritech New Media
in Columbus, snid the company
was weighing a decision he-
tween enble modems and ADSIL,
tasynchranous digital sub-

Contlinued nn page 12A
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Cities Hoping Ameritech Will Stay in Video
But SBC’s Whitacre gives a less-than-ringing endorsement on Capitol Hill

By. K.C. NEEL e

chance to really see it it” if SBC shuts dowu\ fsulting firm. “I think it will become a siz-

Edward Whitacre knows what he’s go-

ing to do with Ameritech’s fledgling
cable business in the Midwest, he's not
telling anyone.

Whitacre promised the
U.S. Senate Antitrust
Subcommittee last
week that he'll give the

{
| f SBC Communications Inc. chairma

e
el ST, 1
{ write the operations off since they are

Amentech s cable divisian

only a small fraction of the whole merged
entity, or they could sell

“Those properties are

_/ really only valuable to

cable operations “a fair
look” but stopped short of saying he'll con-
tinue to operate the overbuild systems cur-
rently serving some 100,000 customers.
City administrators in areas where
Ameritech currently offers cable service
were hopeful last week that SBC will con-
tinue to operate the systems, but many in-
dustry observers were skepti
; are a lot of cities
glimpsed the promised land of competi-
tion,” said University of Wisconsin profes-
g sor and city consultant Barry Orton.

[

But, like Moses, they’ll never get a
il y g

Ameritech because they
also offer phone service to the same
clientele. I don't think [the systems] will
be very valuable to anyone else, especial-
ly in the smaller markets where
Ameritech has concentrated much of its
activity.”

At this point, many city officials would
rather not think about the possibility of
eritech closing its cable doors.

“I don’t think many cities have given (it}
much thought at this point,” said Stuart
Chapman of Municipal Services Assoc-
iates, a Hoffman Estates, Il.-based city con-
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able issue with cities later this summer as
they gather at municipal meetings.”

Indeed, many city officials last week
said they were taking a wait-and-see ap-
proach with the merger.

“Whatever happens with Ameritech
New Media — if anything happens at all
— won 't happen for a while,” said ¢

ty attorney Mike Roth

e re hagﬁ with Ameritech’s cable se%
“we didn’t have competition, but it's only

conjecture at this point to wonder what
will happen [after the merger]. I'd be sur-
prised if there's been any corporate deci-
sions made yet.

“With 50 operating franchises out of
73 and over 100,000 cable customers, it
won't be easy for SBC to walk away. But
think city administrators need to ask
Ameritech, ‘What’s your future?” now and
talk to California cities that were affected
by the merger there last year.”

Of course, most cities don’t have
much recourse if Ameritech’s cable oper-
ations go dark. In Naperville, for exam-
ple, Roth said the city’s franchise agree-
ment with Ameritech — as well as its pact
with incumbent Jones Intercable Inc. —
stipulates that the city only has the au-
thority to OK a franchise transfer. That is,
if Ameritech wants to shut down service
altogether, the city can't prevent that.

If Ameritech can't find a seller and/or
decides to shut down cable operations in
Naperville, Roth said the city may explore
the idea of taking over the business and
running it as a municipal overbuild. But, he
noted, “Itd be unfair to assume Ameritech
won't continue to be around as a local ca-
ble operator. I think it’s going to be at least
18 months before the merger even closes.”

After earning a reputation as the most
bullish regional Bell operating company
about the cable business in the early
1990s — SBC predecessor Southwestern
Bell paid a record $650 million for Hauser
Communciations’ suburban Washington,
D.C., cable operations in 1993 — the tel-
co’s taste for cable quickly soured.

SBC gave up operating control of the
Washington systems a few years later and
finally sold them to Prime Cable earlier
this year. It also scuttled an in-market
video trial last year in Richardson, Texas,
and garroted Pacific Telesis' video plans
in California when the two telephone gi-
ants merged last year.

See Video on page 77



BeliSouth Offering Intermet Access in the Southeast

Southeast from page 1

Lauderdale, Fla.

It plans to extend service to another
23 markets in its nine-state region over
the first half of next year.

The aggressive ADSL move by
BellSouth follows similarly ambitious
announcements by such other regional
Bells as GTE Corp. and U S West
Communications Group. It also comes
as cable operators step up their rollout
of high-speed cable modems, now in
more than 200,000 North American ca-
bie homes and growing by several thou-
sand customers a week,

Indeed, in several of BellSouth’s ini-
tial target markets, MSOs have been of-
fering high-speed data service for
months, if not longer. MediaOne, for in-
stance, has introduced service in
Atlanta, Jacksonville and Ft. Lauderdale.

BellSouth also will compete with
GTE in at least one market, according
to the two companies’ timetables. Like
BellSouth, GTE plans to introduce
ADSL service in the Raleigh area.

But BellSouth executives insisted
last week that they're following their
own timetable, not simply responding
to others’ competitive thrusts. They
said the driving forces are market size,
customer demand and the condition of

their copper plant.

“Obviously, we're watching cable
modem deployments very closely,” said
a BellSouth spokesman. But he argued
that they're not the main concern.

Unlike GTE, which is marketing five
different service packages, BellSouth
aims to offer one standard ADSL pack-

BELLSOUTH

BellSouth executives said
they're following their own

timetable, not simply responding

to competitive thrusts.

age to residential and small business
customers.

The BellSouth.net FastAccess ser-
vice will cost subscribers either $49.95
or $59.95 a month, depending on their
level of phone service. One-time
charges include $199.95 for equipment
and $99.95 for installation.

“We wanted to launch with one sim-
ple plan for consumers and small busi-
nesses,” the spokesman said.

But he said the regional Bell operat-
ing company also will offer quicker data
service with more features to larger busi-
ness customers. The company hopes to
roll out that service in August, too.

Along with the other Baby Bells,
BellSouth is participating in a telco-
computer industry consortium develop-
ing “Universal ADSL,” or “ADSL Lite,”
service for copper phone lines. The
group is now developing technical
standards for the simplified ADSL ser-
vice, which would eliminate the costly,
time-consuming need for a splitter to
be installed in each customer’s home.

The BellSouth spokesman said his
company remains committed to “a
splitter-less” ADSL service. But with
the deployment of ADSL Lite still con-
sidered at least a year away, BellSouth,
like GTE and U S West, feels it can't af-
ford to wait any longer.

BellSouth, which has about 235,000
dial-up Internet customers in 43 south-
eastern markets, declined to project
how many ADSL customers it expects
to sign up initially, The spokesman
said several hundred customers sought
to register for the service on the
BellSouth.net Web site last week.

Video from page 8

Whitacre has admitted that an over-
build strategy may be a better way to go
than buying cable systems. But when it
merged wnth PacTel last year, SBQ

In"ad mon o°1ts takeover of PacTel
and Southern New England Telephone
Co. last year and its current intention
to take over Ameritech this, San
Antonio, Texas-based SBC once initiat-
ed merger talks with AT&T Corp.
Those discussions ran aground, but
not after some industry observers
worried that an SBC-AT&T merger

Several Cities Hoping Ameritech

e

would supplant the 1984 breakup of
AT&T. That breakup led to the forma-
tion of seven regional Bell operating
companies that concentrated on the lo-
cal phone business while AT&T was
left with long distance and manufactur-
ing operations.

Bigger is better

Last week, Whitacre argued in front
of the Senate panel that bigger is better
and defended the merger by saying it
would foster competition and expand
jobs and innovation. Some Congressmen
were skeptical and the Consumer
Federation of America is hoping the U.S.
Department of Justice will extinguish
SBC’s lust for expansion.

“We are a big company today,”
Whitacre said, “but inevitably we need
the added size and scope this merger
brings. The combined company — the
new SBC — will have the assets, scope,
scale and personnel to compete on a lo-

ch Will Stay in Video Business

cal, national and international basis.” .

He also predicted in the future that |
there’ll only be a handful of global §
telecommunications companies — §
AT&T, BT, Deutsche Telekom, France }
Telecom and Nippon Telephone and §
Telegraph — offering a litany of ser- §
vices on a worldwide basis.

But some Senators last week weren’t
buying it.

“Few of us ever believed we would
see g telephone landscape that is begin- }
ning to look like the old Ma Bell,” said
Sen. Herb Kohl (D-Wis.), the subcom-
mittee’s ranking Democrat. ;

At the same time, Michael DeWine |
(R-Ohio) wondered aloud whether the
merger would spur similar matchups
and urged Whitacre to commit to con- |
tinuing operating Ameritech’s cable op-
erations: “[Ameritech’s] cable plan |
looks real good. I like what I see on the
surface ... Can I tell what we would do? |
I cannot.”
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BY RICK MAULTRA
The acquisition of Ameritech by
SBC Communications {s likely to

-be anti-competitive in the area of
cable television and is contrary to

when it enacted the .+
Telecommunications-Act.
SBC Communications hasa |

history of staying away from the
business of cable television and .
disposing of the cable properties it
has acquired along the way that
were a result of mergers or
otherwise, . o

. Consider that the current
definitive model providing ‘
compétition to incumbent cable
television operators is Ameritech in

*| the form of cable TV overbuilds. An
' overbuild means there is a new |

cable television operator competing
with an established operator In the
‘same geographic reglon. . ! -
In markets of the Midwest, -
Ameritech has gone head to head
with Time Warner, Comcast and
other cable companies and their
systems. This includes suburbs of
Detroit, Columbus, Ohlo, and -
Chicago. In these communities and.
many more, prices have either gone

The cable operators know that
Ameritech's model of competition

must match it.. The cable TV trade
publications make note that the
cable Industry is licking its chops
at the potential removal of its
biggest competitor, Ameritech, if
this merger is approved.

Knowing that SBC has divested
itself of video market holdings, the

.| Senate Judiciary subcommittee on

the Intent of Capitol Hill in 1936

.| down or stabiliz ., Services have ..
‘| become more competitive in terms’
:]..of free premium channels or free

.| months of cable for signing up. .

most resembles their own and they -

- LETTER SPOTLIGHT
.antitrust, business rights and’
_competition is now questioning

" SBC Chairman Edward Whiteacre -

about plans regarding Ameritech’s

. 50-plus cable TV franchise .

* operations in the Midwest. .«
_~ Whiteacre has been |

. ‘non-committal on this issue, -
furthering the speculation that

_ franchised cable TV competition,
whether real or possible, in the
Midwest will come to an end upon
the consummation of this merger.

There has been much

speculation over the years as to
whether cable overbuilds can be a
profitable venture since there is a
great deal of Initfal capital -
Investment involved. Ameritech
claims it is achieving a 36 percent
average market share and as high

1 ndds Shav efajag’

Less competition for cable television

Los Angeles Times Syndicate
as 50 to 60 percent in some
markets. If that is true, and there
is no reason to doubt it as it

" continues to aggressively acquire

more cable TV franchises in more
markets, then it will expose the
cable TV industry to competition
that has not occurred before.

If another cable television ~
company is to come to the Marion.

-County marketplace, and thus

allow a choice between cable
companies, that company will more
than likely be Ameriiech. If SBC
Communications’ merger with
Ameritech is approved, Ameritech’s
expansion of its cable TV
franchising will be very doubtful.
Thus, the merger likely will remave
the best potential competitor to
date to iIncumbent cable operators.

Maultra is director of the city of Indiana-
polis Cable Communications Agency.
: b}

A




Merger Sparks Skepticism,

Government

Concems

Lawmakers concerned about SBC-Ameritech marriage; FCC mails survey

By Eric GLICK

he failout inside the Beltway over
TSBC Communications Inc.’s bid to

buy Ameritech Corp. began in
earnest last week, starting with a hearing
on Capitol Hill.

Edward Whitacre, SBC’s chairman-
CEO, testified before the U.S. Senate
Antitrust Subcommittee that the merger
wouldn’t only benefit consumers, but
would make the new telco a global player ¥

however, he indicated that
ba eritech’

strategy.

ive cable

0
the subcommittee and
at least one consurmer
ut the merger's potential antitrust ef-
@ EOEEE
Con should “ e
ip on weak antitrust” rules,

w Gene

ongresssou ht b assing
mmunications Act of 1996,

n the cable front, elman said
telcos’ promises to compete with MSOs
have come up short: “After years of clam-
oring to offer competition to the cable in-
dustry, the local telephone companies ...
have done more backtracking than com-
peting against cable.”

me a-telco he would contmue
Ameritech’s essive cable overbulld

Iranchises throughout the Midwest.

8 N CINS i - d L 2
shut down a vid jal in Ri n,
Texas.

sary because “ultimately there will be a
limited number of integrated global com-

in the telecom market. At the same times
d that he may pull

itacre said the merger is neces-

muititude of regional, national and local
companies.”

Whitacre also contradicted
Kimmelman, saying the deal “will bring
on the types of real competition, real
choice and real consumer benefits that
Congress envisioned in the 1996 act.”

t lawmakers didn’t seem convinced
by tacre’s testimony.

U.S. Sen. Herb Kohl (D-Wis.), the
ranking minority member on the sub-
committee, said, the “telephone land-
scape ... is beginning to look like the
old Ma Bell,” referring to the monop-
oly provider AT&T before its 1984
breakup into seven regional Bell oper-
ating companies.

Koh! also said the SBC-Ameritech
merger “presents us with the promise of
competition tomorrow, but the reality of
consolidation today.”

Sen, Patrick Leahy (D-Vt.) also voiced
his concern over the proposal, saying,
“Before all the pieces of Ma Bell are put
together again, Congress should revisit
the telecommunications act.”

National basis

Still, Whitacre promised a competitive
environment under the new SBC, which
he said would be “the first company to
serve both residential and business cus-
tomers on a national basis.”

He said customers outside SBC’s new
territory “will benefit from the increased
competition that will result from our en-
fry into markets.”

Bringing an investor’s perspective to
the telephone industry’s recent consoli-
dations, Scott Cleland, managing direc-
tor of the Precursor Group — a sub-
sidiary of Legg Mason Wood Walker
Inc. — said, “What is happening is a

ﬁ.masswe clash of financial reality with
fl

awed public policy and unrealistic ex-
pectations.

“Money goes where it is welcome, not
where regulators tell it to go.”

Cleland claimed that the recent merg-
ers between SBC and Pacific Bell and
Nynex and Bell Atlantic Corp. went
through because “it is simply what’s best

QUESTIONS FOR CABLE: Several
cable operators will be busy filling out
paperwork over the next couple of
weeks.

The FCC recently mailed some
MSOs a two-page questionnaire asking
for details on programming costs.

The commission is asking cable op-
erators a number of very detailed and,
according to some observers, propri-
etary questions in its price survey re-
leased May 15.

Here's a sample of the questions in
the survey:

m How much do subscribers pay on
average for a basic tier subscription, in-
cluding remote and converter box?

m How much of any rate increases
are attributable strictly to increased
programming costs?

# How much of any increases can
be attributed to adding channels to a
system?

® For costs associated with channel
increases and other programming, what
portion of that is attributable to the fol-
lowing: license fees; retransmission
consent and copyright fees; the going-
forward rules?

a Calculate the dollar amount of pro-
gramming costs and channel addition
costs associated with sports, news and
children’s programming.

a How much of rate increases are
attributable to upgrades, and were
those upgrades part of a franchise
agreement?

s What percentage of revenues are
attributable to advertising, commis-
sions or launch and marketing fees?

FCC chairman William Kennard
launched the inquiry in January, saying
cable rates were escalating beyond
standard inflationary measures. Indeed,
according to the Bureau of Labor
Statistics, cable rates rose 0.3% in
April.

Meanwhile, the general Consumer
Price index rose 0.2% in April, the bu-
reau said. Overall, cable rates rose 7.6%
over the last 12 months, while the gen-
eral CPI rose 1.4%, according to the bu-
reau’s figures.

It's unclear what the commission will
do with the data once it receives the
forms back from MSOs.

Kennard recently indicated in an in-
terview with The Washington Post that
he’s disinclined to impose a rate freeze
or other disciplinary action on the cable
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DeWine Presses
Whitacre on Cable

the consummation of the two

Mike DeWine (R-Ohio})

last week pressed SBC
Communications Inc. chairman
and CEO Edward Whitacre Jr.
itech Corp.’s

ush i levisio r

telcos’ $62 billion, all-stock
merger.

“We want to encourage that.
We want to see that expand,”

airm
diciary Subco

tee on Antitrust, Business
Rights and Competition.

Whitacre, while praising®
Amentechs eﬁ'orts declined to

hke what 1 see on the sur-
face. I think that they’ve done
a nice job with it,” he said.
“Can I tell you what we would
do? I cannot, because we've
haven't completed this merger. :
Would we give it a fair look?
Absolutely. I like their con- WHITACRE
cept.”

To date, Ameritech’s cable

arm, Ameritech New Media, has signed up about 100 ,000 sub-
scribers in 50 communities in Ohio, M1ch1gan, Illinois and Wis-
consin.

in various Ohio markets, while cable retail prices continued to rise*

DeWine said Ameritech’s entry into cable has kept prices steady *
]

where no overbuild competition existed.
“Ameritech has, in limited areas, provided meaningful competi- .

tion to established cable operators,” DeWine said. “The net result& 1

is what you would expect from competition: There has been more
stability in prices.”

Whitacre appeared before DeWine’s subcommittee May 19 to de-
fend SBC’s acquisition of Ameritech, the one Baby Bell that has
moved decisively into cable. He said SBC needs the deal to become

s iy -

]
1
1
t
r
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DeWine Presses Whitacre on Cable

Continued from page 3

a global player and to launch
competitive local-exchange ser-
vice in 30 markets outside of
its post-merger 13-state terri-
tory, including its $4.4 billion
stock deal for Southern New
England Telecommunications
Corp.

“We are not large enough —
as off-the-wall as that sounds
— to pull this off,” Whitacre
said.—
DeWine sought Whitacre’s
assurance that SBC would
not force Ameritech to back
away from cable, reminding
Whitacre that SBC has
shown little enthusiasm for
the video business after a fe
trials.
one point in his testimo-
ny, Whitacre told DeWine’s
panel that SBC was looking
to unload the Los Angeles
wireless cable system that it

cific Telesi -
€Te trying to [sell it).
We've haven't yet ... It isnot a
viable competitor,” he said.
The 100-plus-channel digi-
tal system began operating
last May, and it has signed up
approximately 20,000 sub-
scribers.
DeWine was understand-
ably nervous because SBC

inherited in its acquisition of

halted a video trial in
Richardson.  Texas, and

serubbed a cable system in

“San Jose, Calif.
acTel. Ap. d the telco sold its

out-of-region cable systems In

that he might be patient with
Ameritech’s cable investment
because Ameritech’s in-region
approach was different from
SBC’s decision to buy systems
outside of its current seven-
state region.

“Ameritech has done it dif-
ferently: They have done it in
their region. They have done
it in an overbuild situation —
an entirely different concept
than what SBC has tried,”
Whitacre said.

Ameritech chairman and
CEO Richard Notebaert said
last week after a speech at
the American Enterprise In-
stitute here that he was con-
fident that itacre would
be pleased with the compa-

1y s cable resuits,

N5 prediction is that he
will do exactly what I do
every day,” Notebaert said. “I
look at how we are doing, I
look at our 37 percent mar-
ket share, I loock at our re-
turn and I say, ‘Are we on

plan, and how are we doing?
Right now, we are doing
great.”

Whitacre was not asked
about his plans for SNET’s ca-
ble overbuild of Cablevision
Systems Corp. in parts of Con-
necticut.

“What we expect is that
they will look at our cable
business with the same scruti-
ny that we have been apply-
ing,” SNET spokeswoman Bev-
erly Levy said.

Meanwhile, Ameritech keeps
on snaring franchises. Last
week, Woodhaven, Mich., award-
ed the telco its 73rd franchise —
34 of them in Michigan — to
compete against Tele-Communi-
cations Inc. The town, located
about 10 miles south of Detroit,
has a population of around
12,000, residing in 4,300 homes.

Ameritech has its work cut
out in Woodhaven: TCI recently
launched a digital tier of 160

video and 45 audio channels in ‘

the area.

In a related matter, Ameritech

executives last week continued
to participate in briefings with
city administrators in Chicago,

where it anticipates overbuild-

ing TCI on the South Side.
Ameritech’s proposal is on

the city Board of Aldermen’s

agenda for June 10. Mcx

$)15/%



Ops Await SBC/Ameritech Fallout

By KENT GIBBONS

nce again, cable opera-
tors are wondering what
will happen to one of

est competitors now
that it 1s bemng consumed by

SBC Communications Inc.
MSOs have reason to hope
that SBC'’s proposed acquisition
of Ameritech Corp. — valued at
$62 billion when it was an-
nounced last Monday — will at

legst glow Ameritech’s Midwest-
_,em-rablﬁﬂsilél}t-

In two years, the regional Bell o
operating company’s cable arm, CEO FACEOFF: SBC Communications Inc. chairman and CEQ Edward E.
Ameritech New Media, has Whitacre Jr. (left) and his Ameritech Corp. counterpart, Richard C.
racked up more than 100,000 Notebaert, discussed their “national-local” strategy at last Monday's

subscribers, pursuing an over- press conference in Chicago.
build strategy that has left in- .
since been njegghaggg to sell it %

to Prime Cable. v

SBC also ed its gwm.

d% em@m— ;

ing last fall to sell systems in the

heads over the economics and
wondering what Ameritech
chairman Richard Notebaert

saw that they couldn’t.
" SBC, meanwhile. scrapped

dustry analysts scratching their
See OPS, page 61

g m——



SBC Countersues Over Americast

By RITA FARRELL

GTON, DEL. —
Talk about awkward:
Last Wednesday, SBC

Communications Inc. sued two
of its proposed merger partners
— Ameritech Corp. and South-
ern New England Telecommu-
nications Corp. — over a part-
nership dispute that began a
year ago.

It all began when SBC decid-

ed to bow out of th t
in 1995. In addition to SBC,
Ameritech and SNET, the part-
nership also included The Walt
Disney Co., BellSouth Corp. and
GTE Corp., all of which agreed
to stay in for five years.

After its merger with Pacific
Telesis Group, SBC decided that
its focus laid elsewhere, and it
claimed that an escape clause in
the partnership contract al-
lowed it to withdraw with im-
punity. The partners thought
otherwise, and they successfully
sued to have the dispute arbi-
trated, winning a decision by an
arbitration panel last month
that could cost SBC as much as
$500 million in damages by
2002.

So SBC sued the partners last
week in Delaware Chancery
Court here, just one week after
announcing its $62 billion merg-
er proposal with Ameritech and
before completing its merger
with SNET. The actual parties
in the lawsuit are subsidiaries
of the parent companies.

SBC alleged that the arbitra-
tion panel exceeded its legal lim-
jts and violated state and feder-
al law by entering judgment
against SBC for withdrawing
from the partnership in May
1997.

The arbitration panel not only
found that the SBC subsidiary,
SBC Interactive, “had not valid-
ly withdrawn from the partner-
ship,” but it also ruled that the
jilted partners could collect
damages sometime down the
road.

In its lawsuit, SBC com-
plained that the panel ordered it
to pay actual damages, “despite
having found that the defen-
dants had proven no damages.”

SBC spokesman Brian Ros-
nanski said the lawsuit “has no
negative impact on our relations
with Ameritech or SNET. Our
merger with Pacific Telesis
changed our focus and repre-

Sns)ig

sented a material change in our
strategic direction. And, as a re-
sult, SBC decided that it was no
longer necessary to own, operate
or manage video networks or to
create its own programming,
which was one of the principal
purposes of Americast. We're

still committed to offering home-
entertainment services, but
through other methods.”

As one example, Rosnanski
said, SBC signed an agreement
with DirecTv Inc. and U.S.
Satellite Broadcasting regard-
ing direct-broadcast satellite
subscribers in apartment com-
plexes.

SBC has asked the Chancery
Court for an injunction to block
enforcement of the damages
award, and for an order vacat-

* ing or revoking the arbitration

panel’s viewing.

In a related action, on June
23, the Delaware Supreme
Court will hear SBC’s appeal of
Vice Chancellor Jack Jacobs’
December decision that ordered
SBC to submit to arbitration in
the first place. Jacobs rejected
SBC’s claim that its withdrawal
from Americast was not subject
to the arbitration provision of
the partnership agreement. meN
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By K.C. NEEL

ity regulators in Fairfax County,
Va., and Boston grudgingly re-

Media General and Cablevision

only after

£ I%e renewals point up the fact that

while cable operators and local au-

Road Runner Stake
By K.C. NEEL

to announce some major invest-
ments by Silicon Valley giants
Intel Corp. and Oracle Corp., sources
close to the companies said last week
that the Internet-access provider

j ust as Road Runner was preparing

Inc. received an un-
solicited bid from

undisclosed equity infusion.

Road Runner executives
declined to comment [ast week
and some industry pundits
characterized such an invest-
ment as dubious.

Microsoft Considers

owned by Time Warner

Microsoft Corp. for an |

Refranchising Terms |
Increasingly Complex
For Cities, Operators |

newed cable franchises held by |l

Systems Corp., respectively, last
week, but |

they extract- |,
ed promises [}
of system |

upgrades int in future rate |;

See Terms on page 45 |;

“The Justice Department is
See Road Runner oz page 45 ‘
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SBC Reorders Telco Universe

Ops hope Ameritech will

shelve video expansion

By CABLE WORLD STAFF

everal large
r

'BABY BELL BASICS

“What SBC-Ameritech does, if you
view it the way I do, is create a monopoly
so big to change the rules so that the
competition doesn't occur,” said Philip
Sirlin, a telecommunications analyst at
Schroder & Co. “Bottom line: That's not

@p@ eritech
Headquarters San Antonio Chicago K
Chalrman Ed Whitacre | _Richard Notebfe%t ‘
1EET anc 1997 rev, $258 $168 |
formidable rival in the emerg- ] {987 ncome $1.58 $2.3B
ing telecommunications wars. | Access lines 36M 21M
Indeed, a giant SBC, al-

ready preparing to be a distri-
bution partner of DirecTy,
could ultimately take on the cable indus-
try for video and high-speed data cus-
tomers nationwide if so inclined. Or, SBC
could become so dominant in its regional
markets that cable operators couldn’t pos-
sibly contest it for telephone customers.

Sources: SBC, Ameritech

ggod for the %blg 'Pﬂus::x”

approved by federal and state regu-
lators, the planned Baby Bell merger,
which would be the second-largest in cor-

See Consolidation on page 51

By ALaN BREZNICK

hat does Primestar Inc. do
now?

That was the big question
last week after the U.S. Department ¢
of Justice abruptly sued to block
Primestar’s plans to buy a high-
power DBS orbital siot,
two high-power satel-
lites and other DBS as-
sets from a venture of
Rupert Murdoch’s News Corp. and MCI
Communications Corp.

Justice Department attorneys filed
the civil antitrust lawsuit in the U.S.
District Court for the District of
Columbia May 12, charging that the

Justice Dept. Knocks Primestar Partners

proposed $1.1-billion merger of MSO-
backed Primestar and the American
Sky Broadcasting
venture would re-
duce competition to
cable and lead to even
higher cable rates.
“They [Primestar’s cable
i backers and ASkyB] de-
cided to switch rather
than fight, to merge
rather than compete,”
PAR TNERS said Joel Klein, the
Justice Department’s top antitrust official.
“That's bad for competition and bad for
America’s consumers.”

See Justice on page 48




Lawmakers, Agencies Wngh In on Telco Merger

By Eric GLICK

Communications Inc.’s announce-
ment last week that it would pur-
chase Ameritech Corp. for $62 million

%ﬂw&%ﬁaﬂe-
illiam Kennard, chairman of

the FCC sand he didn’t want to
: G " the deal b 3

Reaction inside the Beltway to SBC

1s merger going to create competi-
tion, or will it be a non-aggression pact?”

Ke, i itl
a i o “demonstrate to me
t is is going to result in pro-compels-
i nefits to the rican iC.
Besides The , the must aiso re-

ceive the U.S. Department of Justice’s bless-
ing. Officials at that agency wouldnt com-
ment on the proposal last week. But the
government didn’t block Bell Atlantic’s pur-
chase of Nynex Corp. or SBC’s previous
purchases of Pacific Bell and Southern New
England Telephone Co.

_On Capitol Hill, lawmakers almost uni-

enate Commerce ommlttee,

said the' lan won’t bring about th
€ 1elecommunications
Act o ropised.

anies consolj

. Sﬁ 't comgtel
Ch clLain saiq m

a statement
d

without

w&m
ers.

McCain, who said he'd like to “over-
haul” the telecom act, also said the law is-
n't “giving consumers more choice in ser-
vices, or at least lowering their bills.”

U.S. Rep. Billy Tauzin (R-La.), who
chairs the U.S. House Telecom-
munications Subcommiittee, withheld any
major judgments on the announcement,
saying only, “Some of these mergers
[are] natural responses of the industry to
find its way around the FCC [which has
failed] to promote a clear blueprint [for
telecom providers to compete in each
others’ markets}.”

Tauzin said the question the FCC
must ask is, “[Does the merger] meet the

test of promoting competition or does it
inhibit competition?”

Rep. Edward Markey (D-Mass.) — the
ranking minority member of the House
Telecom Subcommittee — was more
forthright in his criticism of the proposed
merger. —

“I believe this merger is bad for con- ’
sumers, bad for competition and bad for
innovation and job growth in the telecom-
munications industry,” he said in a state-
ment last week.

Markey said SBC has engaged in a ™
“scorched-earth litigation strategy to pre-
serve its local monopoly while ‘cherry-
picking’ the portions of the Telecom- /
munications Act that serve its purposes.”

Saying SBC is “one of the last and
among the largest monopohes left,” he

rged the FCC and the k. ent

peen the most prominent
among the RBOCs in taking on aspects of
the Telecommunications Act and the
FCC’s interconnection order. There’s been
little, if any, competition in the local loop
since the interconnection order has been
held up in court. Lawmakers hoped that
passage of the telecom act two years ago
would spur local loop competition.
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rehearing by full court. Justice isn’t party to EEO portion of case, but in appeal is expected to file amicus brief back-
ing: Commission, ]ust as 1t dxd in earller portion of case. Deadline for FCCto seek rehearmg is May 29.

CAPlTOL HILL

cable operators 0 be " more ﬂexible" in provxdmg local s:gnals to subscribers. At news conference to announce new
911 legislation, Tauzin said bﬂl ‘would be ready next month, about time he will be lead-off witness at cable rate hear-
ing by Senate Commerce Commnttee ‘He wouldn’t reveal details of bill but said it would be designed to help con-
sumers for whom cable is only source of local sxgnals as part of multichannel video package. He hinted that it could
require more flexibility on part of cable operators in forming packages for consumers, and said that pressure on Con-
gress to do something about cable rates and programmmg choices will increase as March 1999 deregulation deadline
set by Telecom Act approaches. o

WWM: would bnng its rules for calculating cable copyright liability into
compliance with April 30, 1997, decision on calculations (CM May 5 p8). Change involves royaity fees for carriage
of partly permmed/partly nonpernutted distant sngnals Comments are due June 15

S T B R . SR

announcement of tak:over by SBC. Cancellauon spurred speculatxon as fo 1mpact of takeover on Amentech over-
builds, particularly since SBC has pulled out of most cable ventures. SBC has sold its interest in cable systems in
Montgomery County, Md., and Arlington, Va., and scaled back Pacific Telesis’s wireless cable operations after that
takeover. Amentech is by far largest cable overbullder, with more than 70 midwestern cable franchises potentially
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News

Chicago Busts Cable Ops on Late Fees

Rate reduction part of city’s agreement to approve franchise renewal

Chicago’s city council is scheduled to

NEEL

vote shortly on two 15-year cable fran-
chise renewals that will, among other

gg%ggggg g;glomers late fees to %1 20,
e council is also exXpected to deter-

mine whether it should give Ameritech a
15-year franchise to overbuild a cable sys-
tem in the South Side.

The long-sought reduction in late fees
was a key feature for the city renewing
cable franchises held by Prime Cable and
Tele-Communications Inc., said city cable
administrator-Joyce Gallagher. Under the
pian, fees charged to consumers who've
paid their bills late now range from be—
tween 55 and $7.50.
be rolled back to $1.50 and tacked onto

_hills that are more than 30 days late. Affer
47 days, thie cable companies will b€ Iree

The fee rollback was a coup for
Chicago since the issue has been a con-
tentious one in other cities. “These fees

were excessive,” Gallagher said. “There

was no substantiation for such high fees.”
But not only did the city get the cable
operators to promise to roll the fees back,
_they also agreed that if the state or feder-
al government mandates a lower fee than
§1.50, they'l reduce the fee and if the
government sefs a higher fee
they won't lift their late fee beyond that
Eg_l_Gallagher said.

YRS T VECLN ¢ T ISR

RSy :1,

Some industry watchers speculated
that TCI and Prime, which count about 1
million metro area customers, had no
choice but to agree to the rollback be-
cause Chicago Mayor Bill Daley threat-
ened to hold up the renewals unless the
late-fee issue was resolved.

W@&
tal $22.2 million over the 15-year franchise

to fund the non-profit public access corpo-

ration in the city; dedicated 10% of thelr

gbgm_samﬂgc_hg_ngn_e____ls;ami
Prime Cable agreed to spend $20 million
to upgrade its operations to 750 MHz from
its current 550 MHz. TCI spent $30 million
three years ago to upgrade its operations.

Meanwhile, the cable administrator’s

...office has recommended that the council

OK a cable franchise for Ameritech to
overbuild TCI's service territory on the

- South Side of the city. Gallagher said the
. telco’s proposal has been sent to the

council’'s finance committee, which will
consider the issue and subsequently

- make its recommendations—to the-entire
council likely later this summer.

The telco that is merging with SBC.

- ‘Communications is continuing its march

“’.—»a l'hl.lg\f;-,.r e T Mg

rr— e,

. we initia

across the Midwest securing cable franchis-
es even as some industry observers are pre-
dicting the business will be shut down once
Ameritech and SBC marry later this year,

Ameritech currently offers cable TV
service to residents in more than 50 cities
and towns in the Chicago, Cleveland,
Columbus and Detroit metropolitan areas,
including Arlington Heights, Des Plaines,
Elgin, Glen Ellyn, Glendale Heights.
Naperville and Prospect Heights, IIl.

The city council in Des Plaines, Ill., last
week gave its blessing to Ameritech,
which said it'll build a competing cable
system in the area. Part of Des Plaines is
served by TCI, while other portions of the
city receive cable service from MediaOne.

Ameritech has promised area resi-
dents they’ll receive more than 85 chan-
nels of video programming including
ESPN, CNN, A&E and Nickelodeon,

. among other services, plus Ameritech's

in-home movie service called express cin-
ema, an 18-channel service that will deliv-
er up to 25 new movies every month,
with popular movies starting as often as
every 30 minutes. New movies premiere
every Friday and Saturday

~But those services may be hollow

-down Ameritech’s video operations. San_

b
essive in
closing down its own video operations as

¢ lelesis,
which merged with SBC last year s
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Ops Await SBC/Ameritech Fallout

Continued from page 1
Washington, D.C., area to a
e g > 2 I 3
group 1ncluding Prime, and
shuttering its cable system in
Richardson, Texas.

SBC has a pending deal to buy
Southern New England Telecom-
munications Corp., as well, and
many Wall Street analysts be-
lieve that deal could signal the
end to SNET's plan to overbuild
cable operators throughout its
Connecticut territory.

Furthering the perception of a
. pullback Trom wired cable, In
March, SBC_announced resale
agreements with _direct-broad-

cast satellite providers DirecIv
1ic_and U.S. Satellite Broadcast-

ing.

But operators that have been
overbuilt by ANM are nol crow-
g vel. Said Edward Wood, CEQ
of Coaxial  Communications,
which competes with ANM in
Columbus, Ohio: “Our philoso-
phy is w believe what they've
said. They're in for the long term,
and we're in for the long term,
and we can't afford the luxury of
speculating that they’re not go-
ing to be.”

The Ameritech deal will prob-
ably take at least a year to close,
the two companies figured. In
the meantime, it’s “business as
usual,” spokesmen from both
companies said.

SBC  chairman  Edward
Whitacre Jr., in one of his few
comments on Ameritech’s cable
husiness, told analysts in New

‘ork las 8l "Amentech
has done video differently from
——f

__how bBb has done it, and Lhey

at an

that we wa look at and close! v

examine,” an SBC spokesman
“confirmed.

ANM vowed to keep adding to
its current roster of 72 cable
franchises in the Chicago, De-
troit, Cleveland and Columbus
areas. In at least some markets,
ANM claims that its Americast
customers outnumber those of
the incumbent cable operators.

Last week, ANM kicked off
service in Trenton, Mich., which
it said gives it 50 operating mar-
kets. And ANM officials are
scheduled to meet with Chicago
officials Wednesday (May 20)
about their application for a
franchise covering a big chunk of
the city, dditional

y-Ahout 30 _additional
franchiSe agreements are in the
works, _according to Donna
.of public affajrs.

(zarofano said a few franchise
authorities called her last week,
asking what the merger would
mean for Ameritech’s cable com-
mitments. She said she basically
told them, “We intend to fulfill
our commitments, and this is
business as usual.”

The cable industry has seen a
lot more consolidation than the
regional phone business has,
Garofano noted, and many fran-
chise authorities have dealt
with three or four new owners of
their local cable systems. If any-
thing, this “prospective merger,
down the road,” means less
work and warry for them, she

said. SBC - the share price of

whicli lias fallen since before the
deal wags announced, trimming
the value of the all-stock deal —
laid out plans to compete for res-
idential and business customers
outside of its service territory as
part of a campaign to persuade
regulators that the deal would
enhance competition. Whitacre
told analysts last Monday that
the combined company would

“We intend to
fulfill our
commitments, and
this is
business as usual.”

Donna Garofano,

vice president -

of public affairs,
Ameritech New Media

enter 30 cities outside of its com-
bined 13-state (with SNET) re-
gion, claiming that the scale eco-
nomics of the new entity would
make such a strategy economi-
cal.

The deal could face a tougher
time than past Bell mergers,
anyway. Senate Commerce

Committee chainnan;Jﬁoh;_Mw—
Cain (R-Ariz.) lamented the ap-

parent results of the 1996

Telecommunications Act. Since
"1en hp aaid, “we have seen con-

S Athin the indus-

tries; we have seen mergers
r—fhert we

have se d rates
whether they be in cable, or lo-,
cal, or long distance — indicaf-
= -
munications Act, whether it was

intended so or not, protected m-

dustries and protected every-
y but the consumer. It again

argues Jor a re-evaluation of the
unintended consequences of the
Telecommunications Reform Act
of 1996.”

Some state regulators will
have a say, as well. In Ohio, for
example, state law gives the
Public Utilities Commission ju-
risdiction over the acquisition of
a domestic telephone company.
“The commission will certainly
want to look at the impact, if
any, on competition,” PUCO
spokesman Dick Kimmins said.
“It will want to see if Ameritech
customers will benefit from
this.” The PUCO will likely
want to look at how SBC pro-
poses to deal with Ameritech’s
inability in the past to meet the
commission’s minimum-service
standards.

In addition to facing video
competition from the telcos, ca-
ble operators that want to offer
phone service have to deal with
phone companies on network-
finterconnection agreements

One cable-indust;
_aSﬂe_e_k,xv_Qmed-thaLSBﬂ

corporate philosophy -— which

\
he_characterized as “blatantly%
7anti—ggmmtitive” — could re- 3

troubl own the road for ¢

the RBOC and_its potential
‘competitors.
“As difficult as Ameritech can

be ith, SBC is seen as
the BBROC that is even tougher

_to deal with.” the industry offi-

cial said. “At least Ameritech
gives lip service to the benefits
of competition. SBC doesn’t
even do that.” That approach,
he said, could backfire on SBC
and prompt some state regula-
tors to take a hard line on ap-

proving the deal.
Tele-Communications Inc. pres-
ident and chief operating officer
Leo J. Hindery Jr, whose cable
systems compete against ANM’s
in Trenton and elsewhere, said
he had no fee] for whether SBC
would throttle back Ameritech's

cable ambitions.
i SO

But Hindery, who is_al
%h?;@ammnmmmm
Television iati said, “1

o _beli rger is
helpful to our industry from a
public-policy point of view, in
that il suggests, at least to me,
that our mdustgy represent,s
the best wir
_big telephone companies. If peo-
ple are questioning the '96 Act,
they should perhaps question
[the merged] Bell Atlantic
[Corp.]-Nynex [Corp.] and SBC-
PacBell [Pacific Belll/Ameritech
more than they are doing right
now.” MCN

Ted Hearn and Joe Estrella
contributed to this report.
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Pax Net Will ‘Touch’ Comcast

By LINDA MOSS

nmeast Corp has
Jreached an affiliation
deal 1o carry Paxsorn

atrens oo n s e

veortented network, Pax

P!
; markets ineluding Bal-

Net. i
typore and Indianapolis, offi
cials said last week,
"By Aug. 31, when the new
network launches, (Comecast
will roll out Pax Net i a num-
ber of DMAs where Paxson
doesn’t own TV stalions, in or-
der to fill in distribution for
the new programming service.
The Comeast deal covers hoth
analog and digital carriage,
“with built-in channel-place-
ment incentives,” according te
an announcement on the deal

Comecast will launch Pax
Net on three systems in its
Baltimore cluster, as well as in
Indianapolis and Fort Wayne,
Ind., and Chesterfield, Va_, by
the end of August. an MSO
spokeswoman said. Those
launches will total about
H00,000 subseribers

“That's the initial launeh”

the spokeswoman said. “The
rest of it has not been deter-
mined.”

axson is offering operators
upfront launch fees — report-
edly up to $6 per subscriber —
for analog carriage. MSOs we
alsa being paid incentives o
give Pax Net favorable channe!
lacement.,
n [ate April, Tele-Communi-
cations Inc. signed affiliation
agreements with both Pax Net
and with The WB Television
Network for its WeB cable ser-
vice. Both of those broadcast
networks are turning to cable
systems to gain distribution in
markets where they don't have
TV-station affiliates The WeB
also has a distribution deal
with Time Warner Cable, its
corporate sibling under the
Time Warner Inc. umbrella.

TCI will reportedly launch
Pax Net in systems represent-
ing 4.5 million subscribers.

The WeB hasn't unveiled
any additional  affiliation
agreements since ils  an-
nouncements about the TC]
and Time Warner deals.

Last week's deal only related
to around one-third of Com-
cast’s systems, since about
two-thirds already carry Pax-
son’s TV stations under must-
carry, a Paxson spekeswomar
said.

Paxson now owns or has
pending deals 1o acquire 86
TV stations, reaching more
than 73 milbion homes that
will get Pax Nel program
ming. The company is seeking
cable carriage to extend its
distribution to more than 80
percent of US. TV households.

Earlier this year, Paxson re-
cruited Jeff Sagansky, a for-
mer top official at Sony Corp.
and the CBS network, as its
CEO. And the company has al-
ready acquired a raft of off-
network programming — in-
cluding Touched by an Angel,
Promised Land; Dr. Quinn,
Medicine Woman; and Life
Goes On — to air in prime-
time. Pax Net also had origi-
nal programming in the
works, including the series
Flipper and Louisa May AL
cott’s Little Men. men

NEWEST CABLE AFFILIATE: Comcast Corp. will launch Pax Net, which airs
such family-oriented shows as Touched by an Angel, in areas where the

el e

broadcast network does not have affiiiates.




Ops Take New Look at Launch Fees

Caontinued from page 8
wisly proffernd, more in the $3- to
Ehoper-subseniber vanwe
Officials at Great American
‘ountry and Game Shaw Net-
faunch-Tes mode, as is E! Enter-
tainment Televisicn's new Style
“Wlwork, which will debut in
September. B! president. and
"EO Lee Masters said he will
sifer “aggressive” taunch fees to
m carnage, but
"ot Murdochian 40 ars, refer-
sing te the $10 a head paid for
Fox News Channel.

Some programim ers, who didn't
want to be identified, maintained
hat cable operators aren't inter

sted in upfront cash fees any
mure. These operators would
rather get other launch mcentives
free carmage for a tew years,
ample, or Lerrestrial exclu-
- aecurding to the network
ts. But one MSO executive
soid that was “wishful thinking”
on the part of Lthe programmenrs:

“There are still fees 1o be had”

that MSO programmipg othcia Ticwal

said. “There are $3-per-subseriber

Teal8 o .

But operators, and even [JRS
asroviders, d they are being
mich more discriminating about
winich upfront launch fees they
will take. There are u variety nf
reasons for this caution, but part.
o it s based on their experiences
wath the first big round of cash
Jaynnis

NO FREE LUNCH

In some cases, operators
learned that while the upfront
roney looked good at first blush,
the deals were czpped by escalat~
ing license fees that ultimately
just didn't make financial sense.
And operators also found out that
ot all upfront cash fees are alike:
Some were reallv just loans to ca-
hle systems, and not ontright
uifis

“Nobody was giving away free
~noney way back down the road,”
~aid Bob Wilson. vice president of
programming at Cox Communi-
ations {nc. :

In_addition ;ﬁ to ?\Ee
tors said federal regulators are
1aking a Took at_upfront_casb-
taunch fees, nrompting  some

 MS0s to pass up opportunities to

take the money now.

In other nstances, the corpo-
rate headquartars of some MSOs
cracked down and mandated that
therr locai s ms amortize the
ipfront cash fees over time, mak-
ng Lhem iess altractive

All three DBS providers -— lac-
g Himited bandwidth, just like
‘able operators, and now the size
f some large MSOs — are talk-
g o new programimers about
aptront launch fees. But they are
being careful. too, abwt which of-
fers they take.

“There 13 no such thing as a
‘rec lunch.” saud Denny Witkin-

EASY MONTHLY TERMS: CBS Eye on People execulives said cable

N

operators’ appetite for launch fees has faded. CBS affered $6 per
subscriber 1o oparators in a deal that it termed as "1 laan *

son, senior vice president of mar-
keting and programming for
PrimeStar inc. “If programmers
are giving you something upfront.
they're usually getting something
in the back end. I just want a fair
price and a fair return when you
pay me uplront.”

PERFORMANCE COUNTS

Jedd Palmer, MediaOne's se-
nior vice president of program-
ming, said there are several rea-
sons why upfront launch fees are
somewhat Jess prevalent and less
in vogue than they were a few
vears back.

“A couple of networks that
launched for a fee haven't really
performed,” Paimer said. “so peo-
ple are more converned with their
long-term performance.”

Also, it's too expensive for
smaller networks to launch with
big upfront fees now, and giant
programmers, such as Murdoch.
have already paid firr distribution.
according to Palmer.

“The guys with a flarge amnunt
of money have done it already.” he
sad.

In fact, Wilkinson said he gets
leery when a tiny start-up net-
work with little distribution offers
substantial upfront jaunch fees.

“T wonder how long theyl be
around and what kind of a husi-
ness plan they have, because it.
doesn't make sound financial
sense for them to be paying hig
fees,” hie said.

Cox recetved upfront launch in-
centives (o roll out HGTV, which
s virtually fully  distributed
across the MSO now: according to
Wilson. But the decision to carry
the netwaork was “programming-
driven.” he saig, -/

“We tiked the programming,”
Wilson said. “We always start
with the programming. [T we like
the programminy, the launch in-
centive was i cherry on top of
that.”

But in today's changpel-locked
environment. Wilson said. the
new networks offering upfront
launch fees dont wave that ap-

peal in terms of umque prgram
ming.

“A lew |of the networks offering
launch incentives) that 1 know «f
now won't pravide anything ma
{erially to differentiate us,” Wilson
said. “You ask: Does it add mater
ial value i vad
"he fees can make for bad con
sumer press, Loo. Last year, a TV
eritic responding to Multichanne!
News' annual TV-writers survey
complained about Animal Planet,
questioning whether such a niche
channel was necessary. That ¢rit
ic pointed out that operators had
heen paid to carry Animal Planey,.

LOOKING FOR VALUE

Ron Martin, chief operating of
ficer of Buford Television [nc., re
cently launched two new nel-
works. In one case, he said, he
took upfront launch fees. In the
other. he opted for initial free cir
riage of the new network.

“When we have o make the
decision between upfront launch
fees or free service. I'm leoking at
the value of the package over
time,” Martin said. “If 1 get a pay-
ment uplront, I can put the men
ey somewhere and rnake interest
ori it. You have to work the math
and figure out the value of the
use of the money.”

Whether or nol 1o take o
launch fee hinges on the speatics
of the offer, Martin and other >
erators said.

“There are different. kinds of
deals,” Martin said. “With some
launches, where you get launch
fees, it's like lending you money.
The deal requires significant dis
tribution and a high license fer
for many vears. We've tended o
stay away from those deals.”

Harron Communications {orp.
is being more careful about. wak-
ing launch fees because ultimatis
Iy, license fees for new networks
add up, and consumers are sensi-
tive about having those costs
passed an in their cable hills

“We are looking much further
down the road as to where ~ates
are going and if adding preduact

l

1

for lnunch fees is the way to zo,”
<oid Tanda Stuchell, Harmon's viee
presufent of programmuyg “AR
things bemg equal, we're happy to
Lake Tauneh fees. Bul for most of
these services, ultimately, there i
a heense fee. If you add up three
or four new services. and then
have hikes on the old ones, it adds
up. And customers are very seosi-
tve about rates.”

Some cable systems were able
t use upfront launch fees to offset
linancial hits during given vers

whss

“The launch fees were great to
help vou through a tough year,”
=a1l ones operator, who asked not
o he identified. “We recesved tons

ot s preat to have it, but you
wend to rely on it And now. our ac-
unntants and auditors are ok
gz inore carelully at it

JUST A LOAN

That operator noted that net-
works had varying deals for their
launch (ees In some cases, the up-
front cash was essentially a loan
that had to be treated as a liabili-
ty on the cable system’s financial
taoks, the operator said. This
meant that the system would
have to pay hack Lhe launch mon-
ey to Lhe programmier i the sys-
Lem was ever sold, for example,
and that the new owners didn't
want to continue rolling out the
network,

In contrast to that aperator. Ca-
hie One has not. treated its up-
frout lannch fres as a one-time
windfall, according o lerry
McKenna, ils vice president of
strategic marketing.

“We look at, the net effect over
the rate,” he sand. “We sinooth the
Taunch fees and amartize them
<wer 1he terms of the agreement,
her than taking the fee one
wear and then having our rosts
~scalate later”

"B Cable offered operators $6
per subscriber to launch Fyve on
Peaple, but the deal was truly a
lan, said Lloyd Werner, executive
vice president of sales and mar-
keting lor CBS Cable.

*Our offer was a hank.” he said.
“We would give an operator up to
%6 per subsenber. In exchange,
“e operator would pay us 10
rents per month, per subscriber,
for 72 months, on top of our li-
ense fee, So we got paid $7.20
sver the term of the deal, when
weronly paid 567

As it larns out, anly “i lew, a
sery small minority” of operators
took 1np Eve on People on its
‘aumnch-fee offer, Werner said. He
sulimated  that  only  about
S00.000 of s roughly 10 million
qubserbers were the result of
ash launch lees.

t.ithe upfront taunch fec| was
m attempt to show that we were
willing to gret hehind Eye on Peo-
ple. Wermner said. “And we still get
nquiries about it There s no
yuestion that operalors are still
Soking for money s ane form or

the other — cash uptront. coop
money, advertising support fiv
lnunch. They are always looking:
for some kind ol induceemen

A&PD, Safeway — all of them s
the same thing: ook for compen

sation for shelf spaee”

Lynne Buening, vice president
af programming for Faleorn Cable
TV Corp., smd it's only finr that
operators get compensated by
programmers for their vatuahle
analog shelf space.

“For analog, it's tupfront. lvanets
money| still an 1ssue,” Buemng
said. “It’s prime real estate It
Malibu. There's 2 value fa thar

COMPETITIVE EDCE

In some cases, the threat of
competition from DBS has cable
operators Jooking less toward
launch fees and more fowird
adding networks that will i
them a competitive edge, ae
g to one new progromines

“Compelition rules over wh
you could offer anyone [in lunels
fees),” the progr:
erators are being more d
nating. The primary thing
malch up well against vour sor
petitor.”

Pam Burton. director of mar
keting al Prime Cable, has o (0
point system that, she uses to
sess whether or not to carry
new network. Thal plan mefudes:
whether her customers want the
nelwork, whether it adds value,
its license-fee costs and st
ad-sales potential.

“First, you have lo decde if yon
want to carry the network, and
then, the issue of Taunch foes is
brought up during negotiation=”
Burton said.

Similarly, Marcus Cable Cn
L.P considers upfront cash inoen
tives as just one factor to look ol
in gving a network carriage

“We have never chased after
denls based solely on launch feee”
said Lou Borelli. executive vice
president and chiel operating of
ficer at Marcus. “But we do think
that kind of compensation is an
important component of @ dend”

During its negotintions m id
dition to wewghing potentiad
launch fees, Marcus typieally
looks for “long-term leerse-fee s
curity,” according to Borelli*
halancing act.” he said

At least one MSO hasn i taker
uplront launch fees in the past,
and it won't in the future " Fanter
Communications Ine

“Charter has never dosie cnsh
for-carnage deals.” said sty Me
Caskill, its vice president of pro
gramming. “Our channel capienty
is not for sale w the higheet bad
der”

She added, “We are t-ving 1o
look at ways tn keep mtes bow W
are interested in terrestriad ex
clusivity, and we want licinse fes
retief, like free carringe, so that we
can introduce new product arud
not charge our subseribess higches
fees.” mew

nmer savd “Op
i

wirl




